
 

Pr
og

ra
m

 R
es

ea
rc

h 
Pr

oj
ec

t 
RESERVE RETIREMENT 

EQUALITY: TREATING 

RESERVES FAIRLY WHILE 

SAVING TAXPAYER DOLLARS 

 

BY 

 

LIEUTENANT COLONEL HOWIE REITZ 

United States Army Reserve 

DISTRIBUTION STATEMENT A: 

Approved for Public Release. 

Distribution is Unlimited.  

This PRP is submitted in partial fulfillment of the 

requirements of the Master of Strategic Studies Degree. 

The views expressed in this student academic research 

paper are those of the author and do not reflect the 

official policy or position of the Department of the 

Army, Department of Defense, or the U.S. Government.  

 

U.S. Army War College, Carlisle Barracks, PA  17013-5050  

USAWC CLASS OF 2010 



 

The U.S. Army War College is accredited by the Commission on Higher Education of the Middle State Association 

of Colleges and Schools, 3624 Market Street, Philadelphia, PA 19104, (215) 662-5606. The Commission on 

Higher Education is an institutional accrediting agency recognized by the U.S. Secretary of Education and the 

Council for Higher Education Accreditation.  



 

 

REPORT DOCUMENTATION PAGE 
Form Approved 

OMB No. 0704-0188 
Public reporting burden for this collection of information is estimated to average 1 hour per response, including the time for reviewing instructions, searching existing data sources, gathering and maintaining the 
data needed, and completing and reviewing this collection of information.  Send comments regarding this burden estimate or any other aspect of this collection of information, including suggestions for reducing 
this burden to Department of Defense, Washington Headquarters Services, Directorate for Information Operations and Reports (0704-0188), 1215 Jefferson Davis Highway, Suite 1204, Arlington, VA  22202-
4302.  Respondents should be aware that notwithstanding any other provision of law, no person shall be subject to any penalty for failing to comply with a collection of information if it does not display a currently 
valid OMB control number.  PLEASE DO NOT RETURN YOUR FORM TO THE ABOVE ADDRESS. 

1. REPORT DATE (DD-MM-YYYY) 
09-06-2010 

2. REPORT TYPE 
Program Research Project 

3. DATES COVERED (From - To) 
  

4. TITLE AND SUBTITLE 
 
Reserve Retirement Equality: Treating Reserves Fairly While Saving Taxpayer 
Dollars 
 
 
 
 
 
 

5a. CONTRACT NUMBER 

 

5b. GRANT NUMBER 

 

5c. PROGRAM ELEMENT NUMBER 

 

6. AUTHOR(S) 
LTC Howie Reitz 
 
 
 
 
 

5d. PROJECT NUMBER 

 

5e. TASK NUMBER 

 

5f. WORK UNIT NUMBER 
 
 7. PERFORMING ORGANIZATION NAME(S) AND ADDRESS(ES) 

Colonel (Retired) Robert E. Smith, Jr. 
Department of Distance Education 
 
 

8. PERFORMING ORGANIZATION REPORT   
    NUMBER 

 
 
 

9. SPONSORING / MONITORING AGENCY NAME(S) AND ADDRESS(ES) 10. SPONSOR/MONITOR’S ACRONYM(S) 
U.S. Army War College 
 
 
 
 
122 Forbes Avenue 
 
 
122 Forbes Avenue 
Carlisle, PA  17013 
 

  

122 Forbes Avenue   

Carlisle, PA  17013 
 

 11. SPONSOR/MONITOR’S REPORT  

        NUMBER(S) 

   
12. DISTRIBUTION / AVAILABILITY STATEMENT 
 

Distribution A: Unlimited 
 
 13. SUPPLEMENTARY NOTES 
 

14. ABSTRACT 
 
Perhaps at no time in its history has the United States asked so much from its reserve military forces.  No longer “weekend 
warriors,” Reserves deploy frequently to ensure that the American military upholds its global commitments.  While Reserves’ 
sacrifices are every bit as significant as their regular counterparts, their military retirement annuity is not:  many Regulars draw 
retired pay as early as age 38; Reserves, on the other hand, must generally wait until they reach age 60.   
This paper calls on Congress to harmonize the regular and reserve military retirement systems.  Specifically, this paper 
advocates for reducing the retirement age to 50 for the Reserves and increasing it to 50 for new active duty entrants. 
Reforming the two systems to more closely conform to their private-sector counterparts will keep budget outlays in check while 
meeting the goal of treating all of our fighting men and women equally. 
 

15. SUBJECT TERMS 
 
Pension, deferred compensation, budget 

16. SECURITY CLASSIFICATION OF: 
 

17. LIMITATION  
OF ABSTRACT 

18. NUMBER 
OF PAGES 

19a. NAME OF RESPONSIBLE PERSON 
 

a. REPORT 

UNCLASSIFED 
b. ABSTRACT 
UNCLASSIFED 

c. THIS PAGE 
UNCLASSIFED 

 
UNLIMITED 

 
38 

19b. TELEPHONE NUMBER (include area 

code) 
 
  Standard Form 298 (Rev. 8-98) 

Prescribed by ANSI Std. Z39.18 

 



 

 

 



 

USAWC PROGRAM RESEARCH PROJECT 
 
 
 
 
 
 

RESERVE RETIREMENT EQUALITY:  TREATING RESERVES FAIRLY WHILE 
SAVING TAXPAYER DOLLARS 

 
 
 
 
 

by 
 
 
 

Lieutenant Colonel Howie Reitz 
United States Army Reserve 

 
 
 
 
 
 
 
 

Topic Approved By 
Colonel (Retired) Robert E. Smith, Jr. 

 
 
 
This PRP is submitted in partial fulfillment of the requirements of the Master of Strategic 
Studies Degree. The U.S. Army War College is accredited by the Commission on 
Higher Education of the Middle States Association of Colleges and Schools, 3624 
Market Street, Philadelphia, PA 19104, (215) 662-5606.  The Commission on Higher 
Education is an institutional accrediting agency recognized by the U.S. Secretary of 
Education and the Council for Higher Education Accreditation.  

 
The views expressed in this student academic research paper are those of the author 
and do not reflect the official policy or position of the Department of the Army, 
Department of Defense, or the U.S. Government. 

 
U.S. Army War College 

CARLISLE BARRACKS, PENNSYLVANIA 17013 



 



 

ABSTRACT 
 

AUTHOR:  Lieutenant Colonel Howie Reitz 
 
TITLE: Reserve Retirement Equality:  Treating Reserves Fairly While 

Saving Taxpayer Dollars 
 
FORMAT:  Program Research Project 
 
DATE:   9 June 2010  WORD COUNT: 5,765 PAGES: 38 
 
KEY TERMS: Pension, Deferred Compensation, Budget 
 
CLASSIFICATION:  Unclassified 
 
 

Perhaps at no time in its history has the United States asked so much from its 

reserve military forces.  No longer “weekend warriors,” Reserves deploy frequently to 

ensure that the American military upholds its global commitments.  While Reserves’ 

sacrifices are every bit as significant as their regular counterparts, their military 

retirement annuity is not:  many Regulars draw retired pay as early as age 38; 

Reserves, on the other hand, must generally wait until they reach age 60.   

This paper calls on Congress to harmonize the regular and reserve military 

retirement systems.  Specifically, this paper advocates for reducing the retirement age 

to 50 for the Reserves and increasing it to 50 for new active duty entrants. 

Reforming the two systems to more closely conform to their private-sector 

counterparts will keep budget outlays in check while meeting the goal of treating all of 

our fighting men and women equally. 
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Perhaps at no time in its history has the United States asked so much from its 

reserve military forces.  No longer “weekend warriors,” Reserves1 deploy frequently 

helping to ensure America lives up to its global commitments.  While Reserves’ 

sacrifices are as significant as their active-duty counterparts, their military retirement 

annuity is not.  Many active-duty retirees draw retired pay as early as age 38; Reserves, 

on the other hand, must generally wait until they reach age 60.   

This paper introduces a proposal – styled Reserve Retirement Equality (RRE) – 

which calls on Congress to harmonize the active-duty and reserve military retirement 

systems.  Specifically, RRE reduces the retirement age to 50 for the Reserves and 

increases it to 50 (for new active-duty entrants).  As this paper demonstrates, 

implementing RRE would save billions of dollars while treating Reserves fairly. 

Origins of the Current System 

The Pilgrims passed the first pension law in America in 1636, providing that any 

soldier maimed in conflict should be “maintained competently” by the colony during his 

life.2  In 1776, the federal government undertook to pay half-pay pensions for life, or 

duration of disability, to every officer, soldier and sailor who became so disabled 

through military service as to be incapable of earning a livelihood.3   

The Civil War saw the expansion of the U.S. military retirement system.  Besides 

increasing the breadth of the disability retirement, Congress introduced the concept of 

providing pensions based on years of service without regard to disability.  In 1861 

Congress allowed officers of all services to receive a pension after 40 years of service.4  
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In 1870, Army and Marine Corps officers became eligible for retirement after 30 years of 

service, a policy extended to Navy officers in 1908.5  In 1885, Army and Marine enlisted 

personnel were allowed to retire after 30 years of service.6   

By 1945, enlisted personnel of all services became eligible to draw retired pay 

after 20 years of service.7  Navy and Marine Corps officers attained this benefit the 

following year, and in 1948, officers of the Army and the recently-established Air Force 

were allowed to retire after serving 20 years.8  The law was intended to address 

concerns that the post-war force lacked vigor, and was becoming too aged, by granting 

the service secretaries the authority to approve such early retirements.9  Congress 

envisioned that the 20-year retirement option would be granted sparingly.10  The 

services, however, approved these early retirements liberally, shortening the lengths of 

military careers and lengthening retirement payout streams, a norm that continues to 

this day.11   

The 1948 Act also established the reserve-retirement system.12  While Congress 

was concerned that the active-duty force had grown too old, it had the opposite concern 

with the Reserves:  that they were separating too early in their careers.13  To address 

this concern, Congress established a monetary incentive to retain skilled, trained, and 

readily available personnel to augment active duty forces in times of national 

emergency.14  Since 1948, the basic reserve-retirement scheme has not been materially 

altered.15   

Description of the Current Retirement Benefit 

The military-retirement system includes service pensions for active-duty 

members and Reserves; a defined-contribution plan known as the Thrift Savings Plan 

(TSP); and a comprehensive disability-retirement program.  This paper’s scope does 
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not include TSP or the disability retirement system.  Instead, it focuses only on the non-

disability, active-duty and reserve service pensions. 

The military pension system discussed in this monograph is a noncontributory, 

defined-benefit plan.  Defined-benefit plans differ from defined contribution plans, where 

the employee contributes a portion of her salary to her retirement account, sometimes 

receiving an employer matching contribution.  A 401(k) plan and TSP are examples of a 

defined contribution plan.16 

Unlike most civilian plans where an employee begins vesting after a few years of 

service, the current military system is an “all-or-nothing” plan.17  With few exceptions, a 

servicemember must serve at least 20 years in order to vest.18  To receive an active-

duty retirement, the member must have served at least 20 years on active duty.  For a 

reserve retirement, one must obtain 20 years of qualifying service, known as “good 

years.”  A good year is one in which the Reserve earned at least 50 points.19  It is 

possible one may have been a member of the reserve components for 25 years, for 

example, but have only 19 good years, and thus, not be vested for a military retirement. 

Servicemembers who complete 20 years of active-duty service receive pensions 

at 50 percent of basic pay.20  For each year of service beyond 20 years, one’s retired 

pay is increased by an amount equal to 2.5 percent of basic pay.21  Thus, a member 

serving 30 years would receive a monthly payment of 75 percent of his basic pay.22  

Basic pay is that portion of military compensation based on grade and years of 

service.23  Basic pay excludes bonuses, special pays, subsistence, and housing 

allowances.  The basic pay used for the computation is final pay, except for those who 
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entered military service after September 8, 1980.  For those servicemembers, their final 

pay is the average of the highest 36 months of basic pay.24 

For Reserves, retired pay is the product of basic pay multiplied by “years of 

service” (YOS) by 2.5 percent.25  A YOS is a constructive notion.  That is, a YOS is not a 

literal year or measure of time but rather, a measure of service equivalent to one year of 

active duty.  A Reserve earns one YOS after he has accumulated 360 points.26  

Reserves earn one point each day they serve on active duty or attend an inactive-duty 

training (IDT) assembly.27  Reserves may attend two paid IDT assemblies (“drills”) in 

one day, thereby earning two retirement points per day.28  Generally, Reserves are paid 

for participating in no more than 48 IDT assemblies per year.29  They may also earn 

inactive-duty points, without pay, for participating in other types of training.30  In addition, 

a Reserve earns 15 inactive-duty points, without pay, each year for maintaining active 

membership in a reserve component.31  In 2007, the maximum number of inactive-duty 

points a Reserve can earn in a year increased from 90 to 130.32   

It is important to understand that the reserve pension is prorated based on actual 

service.  In other words, the scheme compensates Reserves less generously than their 

active-duty counterparts in direct proportion to their amount of reserve duty served.  

Except when called to active duty, Reserves do not earn 360 points per year.  As such, 

a Reserve may serve many years before he has accumulated enough points to be 

credited one YOS.  A typical, non-mobilized Reserve will perform 14 days of annual 

training (a form of active duty), participate in 48 paid IDT drills, and earn 15 membership 

points per year.  A Reserve earning these 77 points a year for 20 years would 

accumulate 1,540 points.33  Prorating this sum by 360 results in 4.27 YOS, about one-



 5 

fifth of a 20-year active-duty career.  If the Reserve’s base pay were $5000 per month, 

he would receive approximately $538 per month at retirement.34  His active duty 

counterpart, on the other hand, after serving 20 years, would receive $2,500 per 

month.35   

Active-duty retirees begin drawing pay immediately upon separating from the 

military.  Reserves, on the other hand, must generally wait until age 60 to begin drawing 

retired pay.36  In 2008, Congress provided that certain Reserves could draw retired pay 

earlier, in three-month increments, for each 90-day block of active duty performed in 

support of contingency operations within a fiscal year, on or after January 28, 2008.37  

However, in no event may the retirement age drop below 50, and eligibility for retiree 

health benefits remains at age 60 even if the eligibility age for retired pay is reduced.38  

Other reserves can elect to receive an active-duty retirement if they attain 20 years on 

active duty.  Five percent of the active-duty force (approximately 75,000 

servicemembers) serve in a full-time status organizing and administering the reserve 

components.39 

Active duty retirement pay is calculated using the current basic-pay rates in effect 

upon retirement.  The pension is indexed for inflation, however, so that retired pay 

generally increases each year to keep up with inflation.40  For those Reserves who 

remain in the Retired Reserve until age 60, their retired pay is calculated based on the 

pay tables in effect at that time.  Their pay is also indexed for inflation. 

The Reserve Retirement Equality (RRE) Proposal 

This paper’s Reserve Retirement Equality (RRE) proposal calls for both active 

duty and Reserves to draw retired pay at age 50 (assuming they have served the 

requisite 20 years).  For active-duty personnel, the change would be prospective, that 
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is, it would only apply to those entering military service after the proposal is enacted into 

law.  The 20-year vesting requirement would remain the same as it exists today.  RRE, 

as envisioned, would not alter the current scheme of health benefits.  Thus, a Reserve 

would not be entitled to healthcare any earlier than under the current scheme, and an 

active-duty retiree would receive healthcare on the same basis as would an active-duty 

member subject to the current retirement system. 

Though RRE would be viewed as a big shift from the status quo, its impact would 

not be overwhelming or unfair.  The average age of entry is 19 for enlisted and 23 for 

officers.41  As a result, many active-duty retirees are very young.  There are non-

disabled, active-duty retirees as young as 37.  More than 11,000 are 40 or younger.42  

Twenty-one percent of all military retirees are 50 or younger.  RRE would mean that 

incoming recruits would need to wait, on average, eleven years later to begin drawing 

retired pay than they would under the current system.  Reserves, on the other hand, 

would see retirement pay as much as 10 years earlier as their retirement age would 

drop from 60 to 50.  RRE would not affect the disabled.  They would still be entitled to 

disability pay under the current rules in place today. 

By raising the active-duty retirement age, RRE would save DOD billions each 

year.  In terms of retirement costs, Reserves are a bargain.  Besides costing less to 

maintain during their active careers, Reserves are cheaper to retire.  Though they make 

up 34 percent of the uniformed force, they receive only eleven percent of retirement 

benefits paid.43 

As of September 30, 2009, DoD paid 1.9 million military retirees (at an annual 

rate of) $46.2 billion in retired pay.44  Three percent ($1.4 billion) of this amount was 
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paid to 92,000 disabled retirees.45  Excluding disabled retirees, 1.81 million military 

retirees received $44.7 billion in retired pay.  As shown in Tables 1 and 2, 89 percent 

($39.95 billion) of this amount went to approximately 1.47 million active-duty retirees.46  

The remaining 11 percent ($4.75 billion) was paid to 341,000 Reserve retirees (19 

percent of all military retirees).47   

Table 1 - Number of Active Duty vs. Reserve Retirees

as of Sept. 30, 2009

341,000 Reserve 

Retirees (19%)

1,470,000 Active 

Duty Retirees 

(81%)

 

Table 1: 
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Table 2 - Amount of Retired Pay by Component

as of Sept. 30, 2009

$39.95 billion, Active 

Duty (89%)

$4.75 billion, 

Reserves (11%)

 

Table 2: 

In 2008, DOD paid retirement benefits to 1.47 million active-duty retirees.  

Eighteen percent of these retirees were under the age of 50.   

Table 3 - Percentage of Active Duty Retirees Under Age 50

as of September 30, 2008

18%

82%

AD Retirees Under 50

AD Retirees 50 and Over

 

Table 3: 
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In fiscal terms, 15 percent of the total active-duty pension amount was paid to 

retirees under the age of 50 ($5.4 billion).48 

Table 4 - Percentage of Retired Pay Paid to Active Duty Retirees 

under 50 as of September 30, 2008

85% ($31.7 billion)

15% ($5.4 billion)

AD Retirees Under 50

AD Retirees 50 and Over

 

Table 4: 

This amount far exceeds the total amount paid to all Reserve retirees, who 

received only $4.3 billion.49  In other words, the entire amount paid to Reserve retirees 

of all ages could be completely funded by the amount paid to retirees under the age of 

50. 

Table 5

$4.29 billion

$5.42 billion

$0

$1,000,000,000

$2,000,000,000

$3,000,000,000

$4,000,000,000

$5,000,000,000

$6,000,000,000

Amount Paid to AD Retirees under 50 Amount Paid to All Reserve Retirees

 

Table 5: 
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The costs of reducing the reserve-retirement age would more than be offset by 

the savings RRE would produce.  Conservatively assuming that all Reserves above the 

age of 50 are retirement eligible (i.e, have 20 years of creditable service for retirement), 

the cost of reducing the reserve-retirement age to 50 would only be $2.73 billion.50  As 

Table 6 illustrates, by concurrently raising the AD retirement age to 50, a net savings of 

$2.69 billion per year would accrue. 

Table 6

$2.72 billion $2.69 billion

$5.42 billion

$0

$1,000,000,000

$2,000,000,000

$3,000,000,000

$4,000,000,000

$5,000,000,000

$6,000,000,000

Cost to Decreasing Reserve

Retirement Age

Savings from Increasing

Active-Duty Retirement Age

Net Savings to DoD from

Implementing RRE

 

Table 6:  

Retirement compensation is not considered a cost of current military personnel.51  

The annual cost to DOD comes in the form of an accrual charge into the Military 

Retirement Fund.52  DOD makes payments into this trust fund based on current payroll 

to reflect its accruing liabilities for service members’ retirement benefits.53  These 

accruals are calculated actuarial payments representing the estimates of the present 

value of the future costs of current military personnel.54  As basic pay increases, DOD 

must make larger payments from the military personnel accounts into the retirement 

fund.55  The money deposited in this trust fund grows in order to pay the benefits 

claimed in future years by current military personnel after their retirement.56 
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Although RRE would require an extra, one-time appropriation to the Military 

Retirement Fund to account for newly-eligible Reserve retirees between the ages of 50 

and 60, DOD would realize an immediate savings in the amount it would be required to 

contribute to the fund.57  Because DOD’s contributions to the Military Retirement Fund 

are based on an estimate of its future obligations, DOD’s financial obligation to the fund 

would decrease.  The DOD Office of the Actuary estimates that raising the retirement 

age to 50 while lowering the Reserve retirement age would immediately save DOD $1.6 

billion, a 9 percent reduction of its annual obligation to the fund.58 

Admittedly, RRE rests on the assumption that current trends will continue, an 

assumption that may ultimately prove false.  Peter Zouras of the DOD Office of the 

Actuary imagines that lowering the reserve retirement age might motivate active-duty 

members to transfer to the reserves, thus raising costs.59  Active-duty members have no 

guaranteed right to serve in the reserves, however.  Billets are controlled, and end-

strengths are statutorily limited.  Thus, the services would be able to prevent any 

excessive inflow into the reserve components.  Even if a large number of active-duty 

members transferred to the reserves, it is unlikely this would negate RRE’s cost 

savings; Reserves are generally cheaper to maintain, both while in service and in 

retirement. 

Conversely, Zouras can conceive of RRE increasing retention and costs by 

motivating active-duty personnel to remain in service until age 50.60  Creating such an 

incentive is not necessarily undesirable, however.  In fact, the 20 year retirement is 

often criticized precisely because it creates an incentive for highly-skilled individuals to 

exit in their prime.  This concern also seems misplaced because the services have 
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force-shaping tools, such as early-retirement boards, to ensure the right mix of 

personnel.61 

Justification for Raising the Active-Duty Retirement Age 

The current active-duty retirement is an expensive benefit being drawn from an 

increasingly strapped treasury.  Salary accounts for approximately 48 percent of 

average military compensation; retirement benefits make up 31 percent.62  Between 

fiscal years 1995 and 2005, total compensation costs for current and former military 

personnel increased by almost 60 percent.63  Retirement pay is a significant portion of 

these costs.64   

To understand the significance of the military-retirement benefit, it must be 

viewed against the backdrop of the American private sector.  In the private sector, only 

45 percent of workers have a pension.65  Far fewer – only 20 percent – have defined-

benefit pensions.66  The remaining 25 percent participate in defined-contribution plans, 

funded, at least in part, with their own salaries.   

Private-sector employees typically must work longer and wait later – usually to 

age 62 – before they can begin drawing retired pay.67  Active-duty retirement-benefit 

streams are more than 20 years longer than civilian ones,68 a fact that makes the active-

duty retirement benefit significantly more expensive.69  Moreover, unlike the vast 

majority of private pension plans, military retirements are indexed for inflation.70  

Virtually no private-sector plans offer full cost-of-living adjustments and certainly none is 

as secure as a U.S. Government treasury bond.71 

Because of cost-of-living allowances and length of payment streams, military 

retirees may receive more pay from the Government in retirement than they did during 

their military career.72  Of course, military retirement also includes healthcare benefits, 
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other privileges, and additional deferred compensation through the Department of 

Veterans Affairs.73  One authority rated the military pension to be six times more 

generous than the best private-sector plans; others rate it at least twice as good.74 

The author was unable to compare the payouts of military retirements to private-

sector pensions.  It is becoming increasingly clear, however, that military pay, which 

forms the basis for retired pay, is very competitive.  In 2002, DOD estimated that its 

members earned more than 70 percent of similarly educated workers in America.75  

Since 2002, basic pay has risen by 42 percent and housing allowances by 83 percent.76  

By contrast, private-sector salaries rose only 32 percent during the same period.77   

One stated reason for making the active-duty pension immediately payable upon 

retirement was to compensate for military experience not being easily transferable to 

the civilian sector.78  Because it was believed military retirees would earn lower salaries 

than civilians with comparable education and years of experience, Congress 

implemented immediate payment as a compensatory measure.79  Current research 

suggests, however, that military retirees do not experience lower earnings upon 

transitioning to the civilian workforce.80  Although enlisted members with military-unique 

jobs, such as combat arms, suffer some disadvantage upon entering the civilian labor 

market, officers and enlisted members with transferable skills encounter no significant 

pay loss.81  Retirees with at least 20 years of military service experience earnings 

comparable to civilians with similar education and experience.82 

Another stated reason for offering a sizeable pension is to help recruiting and 

retention.  Unfortunately, deferred compensation is less efficient for recruiting and 

retaining personnel than immediate payment of benefits.83  It costs the Government 
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more to provide a pension than its perceived value.84  Considering that most 

servicemembers are young and do not intend to make the military a career, it should not 

be surprising that junior personnel are motivated more by cash-in-hand than deferred 

compensation.85  In fact, only one in four Reserves remains in service long enough to 

become eligible to draw retired pay.86  Factoring in active-duty servicemembers, only 

about 15 percent of an entering class of enlisted personnel will ever reach retirement 

(though nearly 50 percent of officers will reach retirement).87   

One study determined that 90 percent of enlisted personnel (and more than half 

of all officers) had personal (subjective) discount rates of 18 percent or higher.88  This 

simply means that these individuals would prefer to receive $5 today than $100 twenty 

years from now.89  Of course, it would be much cheaper for the taxpayer to pay the $5 

today than to set aside the money necessary to pay that $100 twenty years from now.90  

This is because the actual discount rate – the rate at which the Government can borrow 

money – is much lower than 18 percent.  At a three-percent interest rate, for example, 

the Government must set aside $55 today to pay $100 twenty years from now.  Thus, 

the actual present cost to the Government to make the payment is much higher than its 

perceived value to the servicemember.  The bottom-line is that servicemembers do not 

value deferred compensation as much as it costs the Government to provide it.91  The 

difference between servicemembers’ subjective value of the retirement benefit and its 

actual cost expose the inefficiency in this form of compensation. 

If the Government’s revenues were greater, perhaps the cost of retirement would 

not be an issue.  After all, if money were no object, no reasonable person would 

begrudge a substantial pension to those patriots who have devoted their lives to 
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carrying out a dangerous, difficult, and arduous profession.  The Government, however, 

is massively in debt and growing more indebted every day.  The cost of servicing the 

national debt – now in excess of $12 trillion – is $200 billion per year.  By 2019, the 

annual cost will exceed $700 billion.92  Putting this $500 billion-a-year increase in 

perspective, it exceeds everything spent on education, energy, homeland security, and 

the wars in Iraq and Afghanistan in 2009.93  In addition to interest payments on the 

national debt, mandatory government entitlement spending associated with Medicare, 

Medicaid, and Social Security will be rising as well, to as much as 11 percent of the U.S. 

Gross Domestic Product (GDP) by 2016.94 

As the budget tightens, political pressure to further reduce defense discretionary 

spending will increase.95  In an environment where simply having a job is a benefit, 

where defined-benefit plans are rare, and where tax increases are being considered, it 

will become increasingly difficult for the American taxpayer to remain supportive of early 

military retirements.   

Justification for Lowering the Reserve Retirement Age 

In 1948, when the current reserve-retirement system was conceived, it seemed 

appropriate to compensate Reserves less generously based upon the presumption that 

their roles were significantly different from active-duty forces.  Active forces fought the 

wars; Reserves stayed on the sidelines, only to be used in strategic emergencies.96  Six 

decades later, these assumptions seem anachronistic and bear scrutiny. 

After the Vietnam War, General Creighton Abrams, Chief of Staff of the Army, 

declared that the nation should not go to war without the involvement of the Reserves to 

ensure public will was followed.97  In response, DOD downsized its active force and 

placed large portions of its force structure in the Reserves.98  Thirty years of adherence 
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to the Abrams Doctrine has resulted in the military being dependent on the reserve 

components to conduct its current operations, to include those in Desert Shield/Desert 

Storm, Operation Enduring Freedom, and Operation Iraqi Freedom.99   

Since Desert Storm, the role of the Reserves has clearly shifted from a strategic 

reserve, rarely called to active duty, to an operational force actively integrated in all 

major military operations worldwide.100  Making up a third of the total force,101 more than 

700,000 Reserves have been called to active duty since September 11, 2001.102  

Reserves also comprise 21 percent of deployed combat power in Afghanistan and 11 

percent in Iraq and are responsible for U.S. border security and homeland defense.103  

Reserves not only supplement, but now actually relieve, active-duty forces in military 

operations around the world.104  Because of their proven competence and cost-

efficiency, Reserves will be increasingly used in future DOD operations. 

Few things undermine morale in an organization more than the sense by its 

members that they are treated and compensated unfairly.105  Those in the military may 

be even more sensitive to this phenomenon as they are conditioned to receiving pay 

based solely on grade, time in service, and specialty.106  Although Reserves understand 

why their retired pay is proportionally lower than their active-duty brothers-in-arms’, they 

do not understand why they must wait so much longer to receive the benefit.  Not 

surprisingly, DOD routinely receives inquiries into the rationale for making Reserves 

wait until age 60.107  Some members of Congress, having observed this inequity, have 

proposed legislation to lower the Reserve retirement entitlement age.108 

Although retired pay is, by its nature, more inefficient than cash in terms of 

recruiting and retention, it may be more efficient in the Reserve context.  This is 
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because the Reserves are, by design, an older force.  Reserve units specifically target 

servicemembers separating from active duty.  Allowing a prospect to roll his active-duty 

service into a reserve pension is a sizeable lure.  In fact, one survey listed retirement 

income as the highest contributor, by far, to a Reserve’s decision to stay in the 

Reserves until retirement.109  

Arguments against Lowering the Reserve Retirement Age 

A 2006 Rand study makes a number of arguments against lowering the 

retirement age.110  In the view of the study’s authors, the fact that Reserves are an 

increasingly vital part of the deploying force is not a significant reason for making the 

Reserve retirement more generous.  Lowering the retirement age, according to the 

study, would not be fair or efficient.111   

The authors list a number of factors which they believe demonstrate that the 

service of Reserves is not comparable to that of active-duty members.112  They note 

Reserves have civilian careers that supposedly allow them to boost their earnings 

potential relative to active-duty members.113  Many, the authors assert, will qualify for 

pensions through their civilian employers.114  The authors also point to the fact that 

reserve duty, when nonactivated, is relatively predictable and limited:  a weekend of 

drilling each month and two weeks of training in the summer.115  Active-duty members, 

on the other hand, frequently must work long, irregular hours to hone their skills, 

maintain and repair their equipment, and prepare for inspections, exercises, training, 

and deployment.116  Active-duty members, according to the study, spend days or weeks 

away from home for training, professional development courses, and exercises.117  The 

study correctly notes that active-duty members and their families are frequently 

relocated every few years under permanent change of station (PCS) moves, whereas 
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reservists are not subject to such moves.118  Frequent movement takes a toll on the 

active-duty family and on earnings potential of the military spouse.119  Even if active duty 

and reserve service were the same, the authors argue that would not be fair to lower the 

retirement age for all Reserves since some will never deploy and some will deploy more 

than others.120 

Upon closer scrutiny, each of these arguments is either based on shaky 

assumptions or simply inaccurate.  First, putting aside the date of eligibility to draw 

retired pay, the reserve-retirement scheme addresses the disparity in service between 

active duty forces and Reserves.  As discussed, the reserve retirement is pro rata.121  

For example, a Reserve who performs the equivalent of five years of active duty, will 

receive one-fourth the retired pay of his active duty retired counterpart who served 20.  

Reserves do not begrudge the fact that they draw a fraction of active-duty retired pay 

because they understand their fractional pay accounts for the days they did not serve in 

uniform.  What Reserves find unfair is that active-duty retired pay is immediately 

payable upon separation from the service.   

This fact massively tips the scales in favor of the active-duty retiree.  The Rand 

study calculated the present value benefit of the future reserve annuity and compared it 

to the present value of the active-duty retirement annuity.  The study found that on 

balance, the present discounted value of retirement pay under the reserve-retirement 

system is less than half of that under either of the active-duty systems.122   

To illustrate, the Rand study considered the hypothetical case of a lieutenant 

colonel (O-5) who separated from the Reserves at age 50 with 25 creditable years of 

service, basic pay of $6,761, accumulated retirement points of 3,146, and a life 
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expectancy of 78.123  If reserve-retirement benefits were based simply on years of 

service, the reservist’s retirement benefits would equal 25 years x 0.025 x $6,761, or 

$4,225 per month.124  But because reserve-retirement benefits are based on pro rata 

years of service, this officer’s years of service for retirement purposes are 3,146 

retirement points divided by 360.125  This results in 8.74 years pro rata years of 

service.126  His retirement benefits thus are calculated as 8.74 x 0.025 x $6,761, or 

$1,477 per month.127 

If the officer could receive this payment immediately upon retiring, he would have 

received $1477 per month.  But because this 50-year-old must wait ten more years to 

begin receiving benefits, the present value of the first monthly payment of $1,477 is only 

$576.128  Furthermore, the fact that no benefits are received until age 60 means that the 

reservist has 10 fewer years of benefit payments than a similarly-situated active duty 

retiree.129  Calculating the present value of this delayed annuity, at the assumed interest 

rate, is $67,000.130  For a comparable active-duty retirement, the present value is 

$192,000.131  Thus, the fact that Reserves serve part time is already accounted for by 

the fact that their retirement service is calculated on a pro rata basis. 

Second, although many Reserves will draw two pensions, many will not.  As 

discussed earlier, only about 20 percent of American workers receive a defined-benefit 

pension, and virtually no private citizens receive one as generous as the military’s.  But 

for those Reserves who are in fact fortunate enough to draw two pensions, have they 

not, in fact, worked two jobs?  Surely it is not unfair for a schoolteacher who moonlights 

to receive retirements from both of her employers.  If it is unfair for the Reserve to draw 
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two pensions, then it would seem equally unfair for the active-duty retiree to draw a 

pension from his post-retirement job. 

Third, the sacrifices of Reserves and their families are substantial.  Surely, it is 

true that permanent-change-of-station (PCS) moves work a great hardship on active 

duty families.  And it is also true that Reserves are more likely to have the opportunity to 

raise their families in one place.  But surely this difference cannot be a valid reason for 

granting active-duty servicemembers significantly more generous pensions.  It is also 

not true that reserve duty is “relatively predictable and limited.”  Just like their active-

duty counterparts, Reserves work long and unpredictable hours to hone their skills; 

maintain and repair their equipment; and prepare for inspections, exercises, training, 

and deployment.  Unlike active duty personnel, however, Reserves often work without 

compensation performing such military duties.  Reserve leaders are especially involved 

with their units throughout the month, frequently spending time every day on military 

matters.  Virtually all Reserves spend their own time to participate in individual military 

education.  Reserves generally attend the military schools necessary for professional 

advancement through distance education (correspondence courses) without 

compensation.  They juggle these demands along with their civilian job and their regular 

reserve duties.   

One huge difference is that unlike active-duty servicemembers, whose jobs are 

tenured, Reserves are liable to suffer career repercussions for frequent or long 

activations.132  Rational employers – even if they patriotically support the Reserves – 

might naturally be cautious of promoting Reserves to key positions for fear that the 

employee will disappear via mobilization.133  Promotion denial is only one adverse 
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consequence Reserves face on account of their military affiliation.  Many believe they 

have been laid off, given reduced hours, or not hired, simply because of their reserve 

status.134 

The most persuasive argument against lowering the retirement age is an 

economic one; namely, that if the military is attracting enough recruits, there is no need 

to make compensation more generous.135  Or, as a corollary, if more members are 

needed, compensation should be offered in the most efficient way possible.  In other 

words, if more of a particular demographic is needed (junior Army officers, for example), 

perhaps retention bonuses should be targeted at that narrow population instead of 

enhancing the retirement benefit for all of the uniformed forces.   

Certainly if efficiency is the driving motivator, the military should offer no more 

compensation that what is minimally necessary to meet its manpower needs.136  Under 

this logic, the military retirement system as a whole would be unnecessary.  As 

discussed above, deferred compensation is generally more inefficient than cash in 

terms of attracting members of the military.137  Presently the military is not having great 

difficulties meeting their retention and recruiting goals.138  Where the services do have 

difficulties, they appear to be fairly successful in addressing these needs with 

bonuses.139  Thus, it is difficult to make an economic case for retaining the current 

defined-benefit retirement program, let alone making it more munificent for Reserves. 

This paper argues, however, that compensating the military is not simply about 

efficiency.  It is about equity.  Reserves no longer sit by on the sidelines while the 

Regulars go off to war.  They are fully integrated in all current operations and will 

continue to do so for the foreseeable future.  They deserve pro-rata parity with their 



 22 

active mates.  Pensions are not simply a recruiting tool.  Like healthcare benefits, 

pensions are part of the American social contract.  Even as far back as the 1800s, 

pensions were viewed as rewards for long and faithful service.140  The fact that a state 

has an absolute right to require the services of its citizens in time of war, makes the 

payment of a pension a gratuity, not a mere benefit of a bargain.141  It would be fitting 

then to reward the Reserves in the same fashion as their active-duty brothers and 

sisters. 

Political Hurdles 

RRE will certainly face political opposition.  At least initially, the services probably 

would be unwilling to touch such a potentially controversial hot potato.142  More certain is 

that military associations would condemn RRE out of fear of eroding the active-duty 

benefit, notwithstanding the fact that it applies prospectively only.143  Most importantly, 

elected officials – fearing a political backlash – will not likely risk being perceived as 

unsupportive of the Regulars, especially in this time of war. 

To realize how difficult retirement reform is to implement, one only need to look 

at the 1986 “Redux” retirement reform, a much more mild restructuring than RRE.  

Redux made two basic changes to the active-duty retirement system.144  First, it 

provided that those who entered active duty after August 1, 1986 and retired after 20 

years of service would receive a pension equal to 40 percent of final basic pay until they 

reached age 62, as opposed to 50 percent for those already in the service.145  Second, 

Redux indexed those servicemembers’ pensions by the Consumer Price Index (CPI) 

minus one percentage point (as opposed to the full CPI).146  At age 62, the pension 

would have increased to 50 percent of basic pay and the CPI would be adjusted to 

catch up as if no decrement had been made.147  The pension level for those retiring after 
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30 years, rather than 20, would have remained unchanged at 75 percent of final pay, to 

create incentives for personnel to stay rather than leave at the 20-year point.148 

Redux was quite modest in comparison to RRE because it still allowed retirees to 

collect an annuity immediately upon retirement regardless of age.  Nevertheless, the 

Military Coalition, an alliance of some 30 military associations, and the Joint Chiefs of 

Staff, urged the Congress to repeal Redux.149  In response to this pressure, Congress 

eventually nullified the reform in 2000.150 

While RRE is unlikely to be enacted any time soon, the idea of reforming the 

active-duty benefit is alive and will only gain strength as budgetary pressures mount.  

The American public is patriotic, but their support has limits.  Already taxpayers are 

questioning the benefit.  Here one summarizes his objection: 

[R]etirement at 20 years of service, for instance, strikes me as a relic of an 
age when twenty years in the Army left a veteran a broken man, with 
blown joints, no hearing, and a limited ability to work in an agricultural or 
industrial economy.  Advances in medicine, lengthening lifespan, and the 
shift to a service economy in this country (albeit with large swaths of 
agricultural and industrial employment across the workforce) make me 
wonder -- as a taxpayer -- why we're paying 38-year-olds as they embark 
on their second full career.151 

Conclusion 

In the current operational environment, it is difficult to justify making Reserves 

wait up to 22 years longer than their active duty counterparts to draw retired pay.152  

Conversely, it is difficult to defend the overly generous early active-duty retirement age.  

The Reserve Retirement Equality proposal harmonizes both retirement systems, 

provides manifest fairness to all warfighters, all while reducing the taxpayers’ ever-

mounting fiscal obligations. 
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